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Circular 498 June 1953 
Farm to Retail Price Spreads 
By Edward Dailey 
Assistant Economist, SDSC Extension Service 
The difference between the farm value towns and cities and then at the prices they 
and the retail cost of farm-food products are paid and wonder who gets the differ-
h 1 b . . h b h ence. as ong een a sore pomt wit ot con- H " h · d : 1g er consum.er mcomes an pnces 
su~ers _and p~oducers. Whenever fo~ paid to farmers during recent war years 
pnces nse noticeably consumers are m- . have let the controversy die down some-
dined to believe that farmers are receiving what, but now that prices are declining old 
the benefit. Farmers look at prices in the queries are urgently renewed. 
AGRICULTURAL E:XTE:NSION SE:RVICE: 
. uth Dakota State College U. S. Department of Agriculture C_ooperating 
The "Market Basket" 
The difference paid by consumers and 
the amount received by farmers is called 
"marketing charges." It includes, all costs, 
profits and taxes of processing, transport-
ing and distributing farm-food products. 
In order to get the full picture of price 
spreads and marketing charges we need to 
examine what has been happening over the 
long run. The Bureau of Agricultural Eco-
nomics has computed the costs for what it 
calls a "market basket" of food consumed 
by an avera>ge family of three consumers 
per year in the U.S. for each year since 
1913. The chart on the cover shows the 
trends and movements of the retail cost, 
the marketing ·charges and the farmer's_ 
share of the market basket since 1913. Also 
shown is the share of the consumer's food 
dollar that is received by farmers. An ex-
amination of this chart gives an indication 
of where we stand now in relation to past 
periods. 
In 1952 farmers received 48 cents from 
each dollar spent for food. This is down 
from the high of 54 cents received in 1945 
and is eight cents above the 1935-39 aver-
Processors Costs Increasing 
Many people are astounded when they 
discover how much of the consumer's dol-
lar it takes to cover the costs of distribution. 
They feel something must be wrong when 
it costs more to get a product from pro-
ducer to consumer than it did to produce it. 
What is the situation? Are there excessive 
wastes or inefficiency or large profits being 
taken along the line ? And, is the trend to-
wa~ds higher marketing charges likely to 
continue? 
Marketing charges for the market basket 
follow rather closely the trend in labor cost 
and wage rates, since nearly half of the 
total food marketing costs are made up 
from the labor bill. Wage rates have con-
tinued to rise since World War II and in 
most lines were up 10 to 15 per cent above 
.. 
age. The low point of 32 cents was received 
in 1933. This indicates that the part that 
gets back to the farmer changes from year 
to year. Normally the pattern is like this: 
- when retail prices are high the farmer 's 
share of the food dollar is more than when 
retail prices are low. 
The farmer's share varies for the differ-
ent foods that make up the market basket. 
For example in 1952 the farmer's share for 
meat was 63 cents, for poultry and eggs 
62 cents, for dairy products 55 cents, fruits 
and vegetables 37 cents and grain prod-
ucts 20 cents. Variations in the farmer's 
share reflect the difference in cos.ts of trans-
portation, processing and other marketing 
ervices for the individual food items. 
Marketing charges also vary from year 
to year but are more stable and slower to 
change than are either farm prices or re-
tail prices. Marketing charges change more 
slowly than prices because some of the ele-
ments of cost such as transportation, store 
rentals, taxes and labor change slowly over 
a period of time. 
pre-Korean levels. Further increases are 
anticipated in 1953: 
The cost of moving food by common 
carriers has also seen steady increases. Since 
World War II there have been 12 increases 
in freight rates. As a result, transportation 
costs on agricultural ·products now average 
about 70 per cent higher than at the end 
of the war. 
Taxes also have a bearing on marketing 
costs and especially the tax on transpor-
tation. The tax rate on freight charges, now 
at 15 per cent, has two effects. First it tends 
to · increase the cost of commodities that 
farmers buy and second it tends to reduce 
the prices he receives for what he sells. Since 
the tax is a fixed percentage the increase in 
rates has been accompanied by an increase 
in tax. 
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*OTHER COSTS ANO PROFITS 0 EXCLUDING TRANSPORTATION LAIOR COSTS 
Rail passenger revenues have also been 
reduced by the federal excise tax on trans-
portation of persons. This increases the pas-
Profits in Marketing 
As in other forms of business, profits are 
necessary in the marketing process to pro-
vide enough incentive for the necessary ser-
vices to be pe_rformed and to cover the risk 
involved. Our economy is based on the 
profit system. The question is, however, 
how much profit is necessary. Are exhor-
bitant profits being taken 
The notion is frequently held that large 
profits are largely responsible for the pres-
ent width of the spread and that the solu-
tion is merely to force middlemen to relin-
quish or reduce their profits. 
It is true that at certain times on certain 
goods profits may constitute a large item. 
In some past years, for example, profits of 
the big tobacco companies and some dairy 
companies were very large . 
• 
senger service deficit which must be borne 
by freight shippers in the form of increased 
freight rates. 
In a period of declining farm prices there 
is normally a time lag before declines in 
farm prices are reflected in lower retail 
prices. For beef this time lag has usually 
been around three to five weeks in past 
periods. The recent decline however has 
seen a longer time lag than normal, al-
though sizeable adjustments have now 
been effected in retail prices. The use of 
price controls may have been respons.ible 
in part for the abnormally long time lag 
as retailers in many cases tended to main-
tain higher average base period prices in 
case controls remained in effect. 
But for every example of profits like 
these there are many other cases where pro-
fits have been very small or negative even 
in good years. Profit rates of food proces-
.. 
sors in 1951 ranged from an average of 1.4 
cents per dollar of sales for the meat pack-
ing companies to 7.5 cents for the baking 
companies. After payment of income and 
excess profits taxes, these rates were re-
duced to 0.8 and 4.0 cents respectively. 
Profits per dollar of sales is the means 
most companies use to report profits to the 
public. There is another way of reporting 
profits that should be recognized and this 
is the profit per dollar of investment. Al-
though the rates of profits per dollar of 
Services Raise Charges 
A good many of the reasons for the high 
cost of distribution, about which consum-
ers complain, lie pretty close to home in the 
buying habits of the consumers themselves 
Many consumers are willing to pay higher 
prices in stores having an atmosphere of 
quiet elegance and luxury including air 
conditioning in the summer; some misuse 
Can Costs Be Reduced? 
The fact that middlemen's profits are 
normally small shows that most of the in-
tervening charges between producer and 
consumer are not profits but costs. Even 
if profits were entirely wiped out the mar-
gin would be reduced only between three 
. and five cents. It would appear then that the 
best place to look for ways to reduce the 
width of the spread between farmer and 
consumer would be in a reduction of costS' 
and an increase in the efficiency with 
which food is marketed and distributed. 
Although high marketing costs do not nec-
essarily mean inefficiency or a poor distri-
bution system, the field of cost reduction 
o~ers the best prospects for decreasing mar-
gms. 
One of the plans offered to reduce mar-
sales for most firms were lower in the post-
war than the pr"e-war period, increased 
sales have raised the ratios of profits to in-
vestments. Therefore the amounit returned 
tq stockholders for every dollar they have 
invested has increased above the pre-war 
period. 
Estimates are made taking all goods into 
account, which indicate that the total prof-
its all along the line from producer to con-
sumer normally amount to about three to 
five cents out of the consumer's dollar. 
the credit and return privilege; most con-
sumers want a wide variety to choose from 
although real differences in brands may not 
be great. Consumers seem to desire buying 
in small lots, frequent delivering, hand-to-
mouth ordering and more processing and 
packaging. Each one of these items may be 
small, but together they add up to a large 
portion of the total costs. 
keting margins is an overall reorganization 
of the vast marketing structure with an eye 
to increasing efficiency and avoiding du-
plication of services. Although this idea has 
some merit it is not generally considered 
feasible as some control and administration 
would be required by a central authority. 
In a way competition would also neces-
sarily be restricted. 
Offering more promise ·in reducing mar-
gins is an examination and study of the 
individual segments of the market struc-
ture. Much progress has been made in in-
creasing efficiency in the marketing chain 
through the findings of research. In this 
field lies the means of providing more and 
better ways to reduce costs. 
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